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(5 In Mililani Except Per Share Amounll)
'99-'04 '1111·'07

11198E 1lli1' ~O~~E __ 20JIJE _ 2(l02~ _~OO~" _ 20~4t: _ iQOSJ; _2008E zoon CAllR ~AOR

TOlal Re.enu!! $10,784.2 5~8.051.7 S45.147.~ 55~,~!i2.7 $62,772.6 !7~,00~.4 $84,545,' 5111,028.1 $113,911.2 51~2,'4t., 17.~" 16.9%
Re.enue Orowth Rate (yr. o.er yr.) 46.7""---_--252.II"t'-- __ 18~6~_ _ lLZ~_ 11.8"to 16.:L% 15.1% 15.1")(0 _ 1f.2~ :1 ••4%
MCI Nelwor~ £Xo,nse Svneroi§.L _ _ _ __ _ _ _ _ _ (J .2JLO.Q1 _12.100.01 I~. 100.01 (~.900.<l1 14.680.01 (5.618.01 16.739.21 18.087.01 19.704.41
Tot,1 Line Co.ll' Ope"lIng hp.nl.. 55,378.2 518,9~9.!I $20,787.7 524,01~.2 $27.'19.1 132,121.5 $37,200.2 143,132.4 550,120.11 1S8,3fZ.4 15.6% 15.8%
ExpenuOrowth Ratelyr.o.eryr.1 41",")(0 2~5c4")(o __ J5,1"" _ 15,''lIo 15.0% 18.~% 15.8'l1o 15,9% 16.2'l1o 16.4%
Operating Expenses/Revenues 49.9% 47.4% 46.0% 45.0% 44.0% 44.0% 44.0% 44.0.% 44.0% 44.0%
Oroff M.tgln $5,40'.0 $20.018.11 $24,~79.5 $29,349.5 $~5,152.8 $40,'81.9 $47,345.7 $54,"5.' $63,790.3 174,279.4 188% 17.8%
OrOff M.raln (Percenl.gel 511.,..1"L __ ll.6"to ~4..,0_%_ _ 55..-0'llo_ 5&.0% 58.0% 5It,0%58./I..% U_.O%_ _Sf •.ll%
Mel SG&A S.nergies JJ~O~ __ (J~OlUl) _ Ll.500.0L _ (1.IOO.91 _ (2J)4ILOL (2.446.01 12.93.7.6) _(~.5.25.1) _ 14..23<1.11
Total SOIA $2,150.0 ",210,4 $9,480.9 $10,672.5 512,554.5 $14,800.7 $16.901.2 519,805.1 522,782.2 528,528.4 15.5% 15.8%
SO'A Growth Rale Iyr. o.er yr.1 __ __ __ __1lL.L% U1-'---% _ _15_.5% 12_,""_ 17.6'l1o 18_.3'l1o_ 111..8'" :15.1.% 1'.2'" 1'.4%
S~'a!!lI.n..- HL9"!o_ 2_L6% 2LO% 211,0% 20.0% 20.0% 20.0% 20.0.% 20.0'11020.0%
E'ITDA $3,256.0 $11.808.4 114.8.... lU,6H.G 122,598.1 128,281.2 1~0,436.5 135,290,1 '41,001.0 147,751,0 20.8% 19.1%
E8ITQAGroWlhR.,,(yr.o.~L.L .ll..~ __ ID,I"lfo _...2f.2..%_ 2(."--%__ ~ut% __111..3%_ a.l%. 15.8.% 1'.2"- _1'._4%
n~~________________ __ 3!l.2_"'_ ~l./I..% _ _33.0'" 35.0% 36.0% 311.•.ll%. 311..0% 3'.0% ~•.O% 311..0%
WCOM Depreciation 8< Amortization '732.6 '864.5 $1.037.4 $1.244.8 $1.493.8 $1.717.9 $1.975.6 $2.271.9 $2,589.9 $2.926.6
MCI Depreciation & Amorllzallon 2.479.3 2.625.0 3.000.0 3.150.0 3.475.0 3.825.0 4.200,0 4,600.0 5.000.0
Deprecialion Writedown Effecl (500.0) (500.0) (500.0) (500.0) (500.0) (500.0) (500.0) (500.0) (500.0)
Goodwill From MCI 650.0 650.0 650.0 650.0 650.0 650.0 650.0 650.0 650.0
CNS&ANSOepreciation 79.5 96.3 103.0 110.3 118.0 126.2 135.1 144.5 154.6 154.6
Brooks Oepreclalion 81.5 110.2 130.2 150.4 172.4 196.5 222.1 248.4 281.8 281.8
Amorlizalion of MFS & UUNET Goodwill 206.0 206.0 206.0 206.0 208.0 206.0 206.0 208.0 206.0 206.0
Amortizalion of Network TeChnology (MFS) 80.0 80.0 80.0 80.0 0.0 0.0 0.0 0.0 0.0 0.0
Amorlizalion of Assembled Work Force (MFS) 4.2 4.2 4.2 4.2 4.2 4.2 4.2 4.2 4.2 4.2
Amorlizalion of CNS & ANS ~cm.ill ~..Ql!dJ.lcti!lJel _ ____ ...11.5... lU __ 7B,0_ 111..0 _ 711..0 _ .IJl.Ou J8.0 J8..o. _ 78~0 _L8.0

18.0%
9.1%

7.0%
150%

16.5%
92%

6.1%
12.5%

Tolal Q'Pt!cl.!lon I Amorllzellon 11,255.3 14,06'.5 14,413.8 15.023.7 1i.372.4 1f,8I3.' &1,515.' U,3n.0 11.914.6 n.101.3 10.1% 10.1%
Tolfl Expen.., 18,713.5 130,318.7 $34,612.5 13',7".5 '45,541., $52,671,0 "',?P'.3 '7',941.0 SlI/,U7.1 ,n,1I2.0 11.9% 15,1%
Op,,,Ung Income 11,000.7 '7,731.9 '10,484.8 '13,U3.S 117,225.' $20.327.4 'U.t4g.' 127,917,1 132,"',$ 138,149.1 25.2% 22,41»
OJ!J!r&fu!lL..MlIllIIL____ _ __ _ _lJ.f"to __ ~~'ll> 2..3,2"1!o 2.5.8")(0 27~% __ _ 2U"I!o_ _ U._2% 21~'%_ _28,1% at,4%.
Inleresl Expense (441.5) ($1.350.0) (5968.2) (.803A) ($712.7) ($549.0) ($384.4) ($384.4) ($384.4) ($384.4)
inleresllncome ...AlLO. JL.0. ..0.0 .0.0 ..0>0 nO.IL _52..8 265.0 _ _550..0 _ _ J.oO~

ToutN....U!ltulll.b.ullH. __ __ __ __i'4Jll.51_ 1l1.UO..lIL LnO.:U . iSlQ3.,§1 iUll,1:> __ (U.....O) _ Inn.l1. 11111.41. 1115.' U11,"
TotaIOlhedncame__ _ 0.0 .160.01 _ 160.01 160.01 (80.0) _ 16.0.01 180,01 160,0L 160./11 /80.01
Pt!!U Inco",e Pro Forma 11,598.2 1',329.9 111,451,1 "2,781.1 111,453.1 11',718.4 123,44'.9 127,807.7 133,049,1 139,205.4 29.9% 25.6%
Tofal Ta..s (711.6) (2.679.3) (3.782.5) (4.934.3) (6,194.3) (7.402.4) (8.782.8) (10,395.5) (12.334.8) (H.612.6)
InCOme.. Tn_A.a1e __ H.Ji'l'. _ __42~%_ _ 40.0% 38,6% _ 37~6%_ 37.5% 37.5.% 37,.% 37,3% 37.3.%
Netlncom, 1187.5 53,650.7 '5.'74.0 17,855.' 110.258.8 512,31'.D 1'4••".2 117.412,2 IiD.714.' 124.512.7 32.1% 26 9%
Pref"red Di.idands (26.4) (26.4) (26.4) (26.4) (28.4) (26.4) (28.4) (26.4) (28.4) (26.4)
fx.lliLOrl1i!HlIV..JIlU!!Ji___ _ ..o,1) .Jl..O O.ll _ 0.Jl .lIJI OJ) __ J),O__ ..0.0_ 0,0 ~O

Netlncom.to Common S861.1 $3,'24.3 5!1.847,' 57.121.2 110,232.4 512,2".' 114.'".1 SU,31S.' UD,,,Z,I 124.'''.3 322% 270%
Slla.tJIL.QutltaMJi!!Illa ~ _1..ll.7f2J! _ .-1BRB 19·H~ _195ll....6 __ ..J95.3.&_ _'9S6c6. __ 1.l1U.I 11'-1;2.&__ _l9'S,' _ _ lUI.6.
Nor",.".'" '"nlnA' Pit Sh." SO.83 11.17 52.11 54.03 15-2' ,.," ,7,4. 11.'7 'IU4 511.41 31.9% 2.8%
EPS_G.!_IIl.ft."IY,~OJ/It yr.,l __ MIL_ .nmL _ 55••% ".2% 30.•% 11.'''''' .11,'% 11,''''' tl,'" 1'.'%
SPIFf""CU"" l"nlnA' Pit SlI.,,/b 11.17 SUp 13.44 54.15 55.73 ".Il IT,D SI.'5 511,01 "2.17 271% 235"
Ttldltlonel CU" E"nlnA! Per Sh"e/c 12.00 13." 1S.18 ",'0 II,gg 11.34 119.81 112.11 114.14 It.... 22.3% 19,9%
E"TDA P'r snIt' 13.04 58.06 57.65 1lI.57 111.57 513,43 $15,53 117.9. 12M' $24.21 20.7% 189%
EQITD_A/Sbar,--G!!!... 'b R.te1Y!.-..!!Jl-"LYLL JI..!!lL- _..ru1tL 2.!!.%'''J!, 2U"'--__ :l!L~ lJ,l%. 1.1.1'" tl.•'ll> __ 11Jl"llL 16.3%
A Actual. E Salomon Smith Barney Estimate. EBITDA Earnings before jnterest. taxes, depreciation, and amortization, SG&A Selling, general and administrative. nmf not meaningfUl.
/a 1999 shares outstanding include 875 million shares related to the Mel acqUisition Which assumes an exchange ralio of 1.501x which Is the midpoint
of the range.
Ib Special-cash- earnings per share as defined by WorldCom adds back MFS purchase accounting amortization and cash utilization at MFS lax loss
carryforwards. From 1998 onward we have included CNS/ANS goodWill in this calculation. From 1999 onward we have included Mel amortization in this calculation.
Ie Earnings per share plus depreciation and amortization per share.
The Brooks Fiber acquisition closed 1/29198 end Is pooling therefore 1998 "f1eclI a tull ye" olBFPT ""UI!". 1997 HAS NOT BE RESTATED FOR BFPT.
Th' Compus.,.e/ANS .cqulsillon close 1131198 and II purchas. ,ccounllng lh"efo.. Ql'98 Includ,s 2 month, 01 CNSIANS ..sulta.
1997 I 1995 HAVE NOT BEEN RESTATED FOR Mel·- 1999 HOWEVER DOES INCLUDE Mel.
Source: Smith 8arney lnc./Salomon Brothers Inc

~
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N\)Mll Htw<NEY

Illlons, except per-shaTe data

1998 1999 2000 2001 2002 2003 2OlJ4 2005 .200& ....2Dlll
mnual Flee cash Flow Projecllons

liS $10,784 $3a.o59 $45,147 $53,363 $62,773 $73.003 $84,546 $98,028 $113.911 $132,642
~ 3.256 11,808 14,899 18,677 22,598 26,281 30,437 35,290 41,008 47,751

:orne 861 3,624 5&48 7,829 10,232 12.290 14.M2 17,386 20,688 24.566

1st Expense Alter-Tax $245 $779 $581 $493 $444 $343 $240 $241 $241 $241
ecialiqnandAmortization 1255 4.008 4,414 5,024 5.372 5,954 6,596 7.393 8.065 8.801

,:Capi1a/Spending (3,400) (7,000) (7,500) (7,750) (8,000) (8,365) (9,125) (9,995) (11,000) (13.000)
s: WOIking C8pitallncrease () 0 () 0 () 0 0 0 0 0

Je cash Flow {1,0391 1,471 3,142 5,596 8,049 10,221 12,3§1 14.935 17.993 20,609
SCO\IIlt!d Free Cash Flow 1$9191 $1.152 52,178 53,432 $4,389 54.9Oj $5.250 $5.618 $5,990 $6.071

erpettJity Vafue C8Jculation #t #2 #3
liscoont rate 13.00/0 13,0% 13,00/0
~ssumed 2007 FViEBlTDA Mulliple 8-0 9,0 10.0

Implied 2097 PIE Mt!l!!pIe 14,7 16.6 18.8
Part 2. Calculation of Thecntlcal Value Per Shale
Discount rate (%) 13.0% 13.0% 13.0%
Sum Of Discounted Cash Flow (1998-2007) $38,050 $38,05G $38,050
Present Value Of Pelp8lual Cash Flow j 12,535 126,602 140,669
Value Of Debt Plus Equity 150,585 164,652 178,719
less: Maillet Value Of Debtta (21,OOO) (21,OOO) (21,OOO)
Plus: Mall<et Value Of Cash 100 tOO 100
Theoretical Value 129,685 j 43,752 157,819
Fully Diluted SharesOutstandin¢! 1,947,6 1,947.6 1,947.6
Thewetical Va!ug Per Sllare $66.59 $73.81 $81,03
lmpIIed TI!dlng Value (15%-20% DIseoont Included) $54,93 $60.89 $66.85
1998 does not IncIUcfe Mel.
aJ Pro FOI'ma for Mel as of September 1997

bilncluding MGI Shares

Source: Smith Barney mc.lSalomon BrO\lleTs Inc
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($ In MIllions, Except Per Share Amounts) 1997A 1998E

lQA 2QA 3QA 4QA 1997A lQE 2QE 3QE 4QE 1998E 199tE

Total Oper. Revenues $4,883 $4,843 $4,886 $5,113 $19,725 $5,213 $5,272 $5,327 $5,602 $21,413 $23,313

Revenue Growth (Yr. Over Yr.) 8.7% 6.1% 4.3% 7.6% 6.7% 6.8% 8.9% 9.0% 9.6% 8.6% 8.9%

Total Oper. Expenses $4,297 $4,291 $4,557 $4,889 $18,034 $4,897 $4,886 $4,867 $5,044 $19,695 $21,374

Cost Of Services 2.525 2.547 2,679 2.844 10.595 2,798 2.790 2,713 2,846 11,147 12.200

Sales, Operations & General 1,319 1,265 1,354 1,497 5,435 1,552 1,521 1,553 1.580 6,206 6.683

Depreciation 453 479 525 548 2,005 548 575 601 618 2,342 2,491

EBITDA $1,039 $1,031 $854 $771 $3,695 $864 $961 $1,060 $1,175 $4,060 $4,430

Operating Income $586 $552 $329 $224 $1,691 $316 $386 $459 $558 $1,719 $1,939

Interest Expense (58) (58) (58) (82) (255) (58) (68) (76) (76) (278) (375)

Interest Income 6 4 4 4 18 3 3 3 1 10 22

Other Income (3) (4) 6 5 4 (4) (4) (4) (4) (15) (15)

Equity l~ Affiliated Companies (Concert) (37) (24) (46) (21) (128) (20) (20) (20) (20) (SO) 15

Pretax Income $494 $470 $235 $131 $1,330 $237 $297 $363 $459 $1,356 $1,586

Income Taxes $184 $175 $85 $45 $489 $88 $110 $134 $170 $502 $587

Tax Rate 37.2% 37.2% 36.0% 34.4% 36.7% 37.0% 37.0% 37.00/0 37.0% 37.0% 37.0"10

Net Incorne $310 $295 $150 $86 $841 $149 $187 $228 $289 $854 $999

Distribution on Trust Preferred Securities (15) (15) (15) (15) (60) (15) (15) (15) (15) (80) (60)

Net Income Applicable to Common $295 $280 $135 $71 $781 $134 $172 $213 $274 $794 $939

Average Common Shares 701 708 695 703 707 720 720 720 720 720 720

earnings Per Share $0.42 $0.40 $0.19 $0.10 $1.10 $0.19 SO.24 SO.30 $0.38 $1.10 $1.30

EBITDA per Share $1.48 $1.46 $1.23 $1.10 $5.23 $1.20 $1.33 $1.47 $1.63 $5.64 $6.15

Ratios

Telecom Expense/Revenues 51.71% 52.59% 54.82% 55.63% 53.71% 53.66% 52.93% 50.94% 50.81% 52.06% 52.33%

Sales, Operations and GeneraVRevenues 27.01 26.12 27.71 29.28 27.55 29.76 28.85 29.15 28.21 28.98 28.67

EBITDAlRevenues 21.28 21.29 17.47 15.09 18.73 16.57 18.22 19.91 20.98 18.96 19.00

Operating Margin 12.00 11.40 6.73 4.37 8.57 6.06 7.32 8.62 9.96 8.03 8.32

EPS Growth Rate 0.0% (8.0)% (55.7)% (77.0)% (36.0)% (55.6)% (39.5)% 52.0% 279.0% (0.1)% 18.2%
AActual. ESmith Barney Inc.lSalomon Brothers Inc estimate. EBITOA Earnings before interest, taxes, depreCIatiOn and amortization.
03'97 excludes $515 million in charges associated with exiting and restructuring several business customer contracts, eliminating selected retail channels & enhancing
MCI's information. Technology Service operations plus increased provisions associated with certain uncollectible reseller contracts & litigation matters.
04'97 exclUdes $752 million in pre-tax charges ($0.66 in after-tax eps). Including $235 mm for employee and customer retention programs. $252 mm for restructuring
and $265 million for technology upgrades primarily in data centers.
Source: Smith Barney Inc.lSalomon Brothers Inc
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SALOM<NSMITHR\RNEY

($ In Millions, Except Per Shere Amounts) 1997A 1998E

1QA 2QA 3QA 4QA 1997A 1QE 2QE 3QE 4QE 1998E 1999E
Core Bu,lness

Revenue $4.384 $4,353 $4,410 $4.544 $17.691 $4,581 $4,549 $4.608 $4,748 $18,487. $19,320

Revenue Growth (yr. over yr.) 8.2% 4.7% 3.2% 5.6% 5.4% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5%

Traffic Growth (yr. over yr.) 4.0% 5.5% 6.0% 9.7% 6.3%

Cost 01 Services 2,208 2,241 2.378 2,472 9.299 2,428 2,365 2,350 2,350 9,494 9,782

Cost of Service as a % of Revenues 50.4% 51.5% 53.9% 54.4% 52.6% 53.0% 52.0% 51.0% 49.5% 51.4% 50.6%

SG&A 1.111 1,018 1.023 1.103 4,255 1,164 1,160 1.152 1,144 4,620 5.021

SG&A as a % of Revenues 25.3% 23.4% 23.2% 24.3% 24.1% 25.4% 25.5% 25.0% 24.1% 25.0% 26.0%

Depreciation 412 433 472 495 1,812 467 489 510 525 1,991 2,110

Total Operating Expenses $3,731 $3,692 $3,873 $4,070 $15,366 $4,059 $4,014 $4.012 $4,020 $16,105 $16,913

Operating Income $653 $661 $537 $474 $2,325 $523 $534 $596 $729 $2,382 $2,407

Operating Income Growth (yr. over yr.) 6.4% 10.2% -13.0% -23.8% -5.2% -20.0% -19.1% 11.0% 53.8% 2.5% 1.1%

Operating Margin 14.9% 15.2% 12.2% 10.4% 13.1% 11.4% 11.8% 12.9% 15.4% 12.9% 12.5%

EBITDA 1,065 1.094 1,009 969 4,137 990 1,023 1.106 1,254 4,373 4,518

EBITDA Margin 24.3% 25.1% 22.9% 21.3% 23.40/0 21.6% 22.5% 24.0% 26.4% 23.7% 23.4%

Non-operating (expense) income. net (250) (257) (203) (184) (894) (178) (182) (203) (248) (810) (819)

Net Income $403 $404 $334 $290 $1,431 $321 $353 $393 $481 $1,572 $1,589

Earnings Per Share $0.57 $0.57 $0.48 $0.41 $2.02 $0.45 $0.49 $0.55 $0.67 $2.18 $2.21

Ventures and Developing Markets

Revenue $579 $613 $608 $708 $2,508 $727 . $823 $823 $963 $3,336 $4,488

Revenue Growth (yr. over yr.) 22% 29% 28% 35% 28% 26% 34% 35% 36% 33% 35%

Cost of Services 389 411 411 487 1,698 486 541 476 614 2.118 2,926

SG&A 211 253 338 404 1,206 388 361 401 436 1,585 1,682

Depreciation 41 46 53 53 193 81 86 91 93 351 381

Total Operating Expenses $641 $710 $802 $944 $3,097 $955 $988 $968 $1,143 $4.054 $4,989

EBITDA ($21) ($51) ($141) ($183) ($396) ($147) ($79) ($54) ($87) ($367) ($121)

EBITDA Margin -3.6% -8.3% -23.2% -25.8% -15.8% -20.2% -9.6% -6.5% -9.0% -11.0% -2.7%

Operating Income ($62) ($97) ($194) ($236) ($589) ($228) ($165) ($145) ($180) ($718) ($502)

Operating Margin -10.7% -15.8% -31.9% -33.3% -23.5% -31.4% -20.1% -17.6% -18.7% -21.5% -11.2%

Non-operating (expense) income, net (4) 5 49 47 112 16 (12) (23) (16) (35) (196)

Equity Income of Affiliates (Concert) (37) (24) (46) (21) (128) (20) (20) (20) (20) (80) 15

Net Income ($103) ($116) ($191 ) ($210) ($605) ($232) ($197) ($188) ($215) ($832) ($683)

Earnings Per Share ($0.15) ($0.16) ($0.28) ($0.30) ($0.86) ($0.32) ($0.27) ($0.26) ($0.30) ($1.16) ($0.95)

Revenue Eliminations ($80) ($123) ($132) ($139) ($474) ($95) ($100) ($105) ($110) ($410) i!~95)
Source: Smith Barney fnc.lSalomon Brothers Inc

-~--~-
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SALOMONSMITHBARNEY

Companies mentioned In this
report:

AT&T (T-$65.44; 3M)
Disney (DIS-$107.88; 1M)
Home Depot (HD-$68.88; 2M)
MCI (MCIC-$49)
Merck (MRK-$130.75; 3M)
Microsofr* (MSFT-$87.25; 1M)
Sprint (FON-$66; 1M)
Wal-Mart (WMT-$50.75; lL)

Prices are as of the close, April 7, 1998

# Within the past three years, Smith Barney Inc. And/or Salomon Brothers Inc,
including subsidiaries and/or affiliates, have acted as manager or co-manager of a
public offering of the securities of this company.

* Smith Barney Inc. ~d/or Salomon Brothers Inc, including subsidiaries and/or
affiliates, usually make a market in the securities of this company.

ADDITIONAL INFORMATION AVAIlABLE UPON REQUEST SF03F322
Salomon Smrth Barney is a slllllice mark of Smith Barney Inc. Smith Barney Inc. and Salomon BrotherS Inc are affiliated but separately registered broker/delllers under common
control of Salomon Smith Barney Holdings Inc. Salomon Brothers Inc and Salomon Smrth Barney Holdings Inc. have been licensed to use the Salomon Smrth Barney seNice mark.
This report was produced jointly by Smith Barney Inc. and Salomon Brofhers Inc and/or their affiliates.

Guide to investment ratings: RANKis a guide to the expected total retum over the next 12-18 months. The total return required for a given rank depends on the degree of risk (see
below) in a stock. The higher the risk. the higher the r8QUired retum. For example, a 1 (Buy) rating indicates a total return ranging from 15% or greater for a low-risk stock to 30% or
greater for speculative stoCks. Estinaled returns for ofher risk categories are scaled accordtngly. RISKtakes into account predictability of earnings and clMdends. ftnancialleverage,
and stock price voIatHrty. L (Low Risk): predictable earnings and dividends, suitable for conservative investor. M (M8dium Risk): moderately predJclabIe earnings and dividends.
suitable for average equity ir1Vll$tor. H (High RiskJ: earnings and dividends are less predictable, suitable for aggressive investor. S (SpecuIativ8): very low predietabilrty of fundamentals
and a high degree of volatitrty, suitable only for ir1Vll$tOl'Sltraders With diversified portfolios that can withstand materia/losses. V(VtKrlJn): indicates a stock With venture capital
charac1eristics that is suitable for sophisticated investors With a high tolerance for risk and broadly diversified investment portfolios. A thorough explanation of the ratings system is
available upon request.

SmIth Barney Inc. and/or Salomon Brothers Inc, induding subsidiaries and/or affikates ("the Firm'). may from time to time perform investment banking ex other services for. or soliCit
Investment bankIng or other business from. any company mentioned in this report. The Firm may trade the securities of the company or companies in this report for customer
accounts and rts own accounts. The Firm may also issue options on the securrties of the company or companies in this report and may trade for its own accounts. ex the accounts
of customers. in options that have been issued by others. The Firm, and any of the individuals preparing this report, may at any time have a long and/or short position in any security
01 the companies in this report ex in any options on any such security. An employee of the Firm may be a dlrac10r of a company mentioned in this report.

Mhough the statements of fac1 in this report have been Obtained from and are based upon sources that the Firm believes to be reliable, we do not guarll11tee their accuracy. and any
such information may be lflCOI11P/eIe or condensed. AN opinions and estimates included in this report constitute the FIffi1's judgment as of the date of this report and are subject to
change wrthout notice. This report is for informational purposes only and is not intended as an offer or solicitation With respect to the purchase or sale of any security.

.. _•..._---------~ .~-_.__._-- ._.__....,., .._..._-_._.... ,_.. -_.._..__.__ ...~.__.__.._-
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CREDIT SUISSE FIRST BOSTON CORPORATION

Industry: Telecommunications Services
November IS. 1997
TS3120 Frank J. Governali, C.F.A. 207nSo-6210 frank.governali@csfb.com

STRONG BUY

Summary

Summary

WorldCom, InC. (WCOM)

Pric, ucUn, "sllltillg from Mel m,,.,,r agreement providlS "",w,d buyi"g
opportunity olth, blSt larg, cap stock in th, industry.

Price TIrI'l Mkt. Value 52·WtIk
11112117 /12 ......) DIvidInd Yilld (M1l11onI) PriaeRlnp
2811/,. $50 $31.7M 381/,...21'11

Annual Prev. *- Ret amw
EPS EPS PIE PIE ...

12IIIE $1.95 1UX $8.15
1~ 0.80 37.4 198% 3.12
12Jt7E 0.38 78.8 390 2.18
121l11A 0.68 44.0 188 1.30

IIIn:h ..... --- DIcImbIr FYEnd
1117E $O.Q5.6 $O.08A SO.12A $0.14 Dec. 31
1tMA 0.21 0.25 0.27 0.27

ROle NA Total 0Ibt (tI!D 5.056 mil. Book VIlIuIISMre (!I!n $13.74
WN;C NA DlWrGtal C!JI!!I C!I!7l 27.8% CommonS... 1.062 mil.
EPTf'IndI NA Ell $oYr. EPS Gf'owth 70% Eat. $oYr. D1v. Growth
'On 11/17111 DJAa.dIt7401.3n S&P lndul*illllita.
zEcononicpdtiInd.
NA=Nllt.......

• WoridCom Is a Itadlng intIgl'Ittd global tlltcommunlcations company. It 1I the
fourth targnt long distance carrier In the United Stat81, the Iargnt Internet..rvice
pnMdtr, and the IqeIt competitive Iocalexchlnge carrier (CLEC).

We are extremely positive on WorldCom's proposed merger with MCl. Although
it would have been "nice" to have won MCI at a lower price. even at the agreed
upon $51 price. value is being created for shareholders. We are estimating earn
ings per share of $1.95 for 1999 and about $2.95 for 2000. Adding back the am
ortization of goodwill. the estimated earnings per share for 1999 and 2000 would
be $2.60 and $3.60, respectively. WorldCom is cheap. and investors who are op
timistic about its stock price should be buying WorldCom directly as opposed to
buying MCI. Thus, we are reiterating our Strong Buy on WorldCom with a $50
price target in 12 months.

There are three questions to consider in evaluating a purchase of WCOM stock
now, in light of the MCI merger accord. First, Do the projected financial benefits
of the merger make sense from a conceptual perspective? Second, Is the achieve
ment of the cost savings a realistic possibility? And third, What is WCOM stock
worth now, given the uncenaintie& associated with any large-scale merger? We
will try to address these questions in this report.
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Does the Merger
Make Financial
Sense?

Do the Numbers
Add Up?

-I FIRST
. BOSTON

Margin expansion and revenue enhancement are the two variables that drive the
WorldCom-MCI merger. The real opportunity for WorldCom is to utilize the
combined assets and people in a more productive fashion by pumping more traffic
through the networks, giving the salespeople more products to sell, and making the
MIS systems process more "stuff." This is not cost-cutting: it is avoiding costs. It
is margin enhancement on a bigger revenue base, not job cuts.

How does WorldCom enhance margins? This occurs by optimizing the use of as
sets (i.e., maximizing operating leverage). Conceptualizing this point, WCOM has
built assets in the United States and around the world that become increasingly
profitable as more traffic is carried. The company can achieve targeted levels of
profitability by growing revenues internally. But it can accelerate this process by
acquiring revenues and maximizing operating leverage faster. Of the $20 billion of
cumulative synergies that the company forecasts for the fIrSt five years, we bet at
least two-thirds is derived from the more intensive use of assets.

The remainder of the synergies come from more traditional efficiency efforts and
improving the mix of business. Greater efficiency can be achieved through elimi
nating redundant operations, improving the productivity of the sales force, and
reducing customer chum. This is the management quotient, the part good manage
ment plays in the process.

Optimizing the mix of revenues is critically important to raising margins and im
proving returns on capital. WorldCom has a strong track record for getting into
markets with the highest growth, highest margins, and lowest potential risk. This is
a little easier when you are building a new company; it is harder when there are
legacy businesses to worry about. That is MCI's problem, particularly in the resi
dential sector. We expect that WorldCom will figure out better and more profitable
ways of serving the residential market. First and foremost, this means trying to
raise the revenue per subscriber by cross-selling services. After this though, it may
mean serving these customers through alternative channels, like reseUers. It may
mean using alternative distribution and servicing channels, like Internet service
providers, cable companies, power companies, or other sorts of distributors. We
do not expect WorldCom to continue serving the mass market in the ways that
MCI has traditionally. Thus, we expect the revenue mix to be optimized for
growth, margins, and returns.

How will revenue growth be enhanced? Basically WorldCom needs to get more
customers to spend more money. This is easy to describe, harder to do. It means
cross-selling services, expanding the array of services available, and ultimately
improving customer retention. With the merger, there will be no company better
suited to achieve these goals. Although it will not be easy to achieve, we think re
sults can be forthcoming as early as the first half of 1998, even before the merger
closes.

Tarpted Synergies

WorldCom is targeting cash expense savings from the merger of $2.5 billion in the
fU'St full year of combined operations (1999). We are thinking of these expense
savings as avoided costs or margin gains and not absolute reductions in spending
levels. As Table 1 details, by 2002 cash expense savings are estimated to be $5.6
billion. Cumulative savings over the period are projected to be $20 billion. Capex
savings are projected to be $2.0 billion per year.
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WorldCom expects that, as a result of the expense synergies, the merger will be
accretive to earnings by 20% in the ftrst year, using the midpoint of the deal's col
lar. This does not include any revenue synergies. Table 2 lists WorldCom's esti
mate of BPS accretion with and without revenue synergies and at various deal
closing prices.

T...2
EPa Ac:crIIton EstImM

$41.00
36.00
29.00

m
20%
9%

33"
25%
13%

WoridCom is targeting revenue growth over the next five years of 20% annually.
Another way of looking at this is that WCOM expects annual revenue growth
through the merger will be 150-200 basis points higher than it would otherwise
have been. In addition, WorldCom believes that the merger creates synergies that
will allow the two companies together to generate a billion dollars of incremental
revenue in 1999. This obviously assumes effective cross-selling, penetration of
local markets, and even heightened growth of international and Internet services.
These types of beneftts are the dreams of many companies as they contemplateS mergers. WCOM is one of the few companies that has fuJfilled these mergerL dreams in the past and has a good shot of succeeding again.
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To accelerate the achievement of these synergies. WorldCom and MCI have
agreed to immediately expand commercial business arrangements that already exist
between the two companies. Additionally, the companies will immediately pursue
commercial arrangements for MCI to sell WorldCom local services and for
WorldCom to sell MCI's services.

Fair Valoe Accounting

WorldCom will be using purchase accounting in the deal. and it will be tax-free
to MCI shareholders. Purchase accounting creates goodwill (the difference be
tween stated book value and the purchase price). which depresses reported earn
ings. However, the increased goodwill amortization will be largely offset by a
reduction in depreciation expense because of asset write-downs.

WorldCom intends to write down the value ofMCI's assets in the merger, using
"fair value accounting." The concept behind this accounting process is to reduce
the value of certain classes of assets to depreciate replacement value. The net ef
fect will be a $490 million pretax reduction in depreciation ($380 million after
tax). This reduction in depreciation will be more than offset by an increase in
goodwill amortization of $650 million BT and MCI had been working on this
write-down with their outside auditors, and WorldCom will piggyback on work
already done. As a result. most of MCI's assets have already been appraised.

The use of pooling accounting instead of purchase accounting would have avoided
the creation of goodwill. This would have resulted in noncash expenses being
lower by a relatively immaterial amount of $150 million. This entire discussion
relates to noncash accounting issues. Thus. the choice of the accounting standards
used here are irrelevant to the value creation to shareholders, which is driven by
real cash.

Do the Numbers Make Sense?

On the face of it. $20 billion in cost savings is too large a figure to fathom. It is the
budget for some small countries. Digging a bit deeper, we think the number does
make sense. FlI'St, keep in mind that we are not talking about cutting costs by $20
billion. Rather, we are talking about avoiding spending $20 billion by pumping
more revenues through the same pipelines and enhancing margin. Given our esti
mate of 2002 revenues for the combined companies of $67 billion. $5.6 billion in
cash expense savings in that year amounts to 8.4% of margin. Our new estimate
for 2002 EBITDA margin is 35%. Our old estimate of WorldCom's EBITDA
margin in that year was 31 %. This is not a huge jump given the potential for more
efficient asset utilization. For MCI the EBITDA estimate was 20% by 2002.
(Keep in mind that today WCOM has an EBITDA margin of about 28.5%.
whereas MCI's normalized margin is only about 20%.) By pumping more reve
nues through the same pipeline and generating a better mix of revenues (local plus
long distance plus Internet). we think this increase is achievable.

To put some perspective on these numbers. today the RBOCs produce EBITDA
margins of 40-45%. reflecting the high margins of the local and wireless segments.
Consensus EBITDA margins for WCOM. pre-MCI for 1998 was about 31 %. The
Internet business is today producing 30% plus EBITDA margins for WCOM.
Again, success will be driven by creating the right mix of revenues, efficient use of
capital, and effective management.
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Optimists Buy
WCOM

_1~~oN

Combining our WCOM model with our MCI model and adding the synergies,
we have come up with an initial model through the year 2002. Table 3 depicts the
highlights of the model. More work needs to be done to refine this forecast, but we
feel comfortable with the initial conclusions presented.

T... 3
SumInIry Modli for Mel WorkiCom
$ 111 milions, IX. per slW'a

Old WCClllIIt .... IICIWCOll....1_ 1_ .. ~E ...
RMttnue $15.029 $38,570 $48.284 $55,541 $66,649
EBITDA 4,714 11,422 14,811 18,884 23,327
%... 31% 30% 32% 34% 35%
0pIrIting income 3,280 7,244 10,322 14.053 18,120
Nltincame U87 3,620 5.473 7,757 10.242
EPS $1.60 $1.95 $2.85 $4.18 $5.52
EPS belen goadwIIIlmCll1lz. $2.00 $2.60 $3.80 $4.83 $6.17
s-.0UI!!!ndinp 1.062 1.857 1.857 1,857 1,857
CIIh tan CIPildanl (NI + $3,131 $7,799 .,982 $12,588 $15,449
Dep+GoodwIIII1'lCJIIZIlion)
C"" expencbns 3,000 7,000 8,000 9,000 10,000

FIM CIIh FloW 131 799 1,982 3,588 5.448

A few points should be made about the Table 3 model. First, in the post-l999 pe
riod we have simply grown total revenues by 20% per year. This is not an accept
able way of modeling the revenues nonnally, but for simplicity and time, we
thought this was a good starting point for illustrating the growth the combined
companies should be able to achieve. In terms of margins, we have raised them
gradually, with the assumption that the synergies can kick in. This is tempered by
the margins that are already achieved by other companies in different segments of
the industry. Finally, in terms of capital spending, WorldCom is talking about
$6-7 billion per year in 1999 and beyond. We have raised this figure considerably,
reflecting the continued strong growth in volumes the model implies. We are not
sure where this capital spending should go, but the numbers listed in Table 3 are
probably a good starting point for the estimate. What this simplified model dem
onstrates is that the new MCI WorldCom company should produce significant free
cash flow I with which it can pay down debt and potentially raise capital spending
and investment, if needed.

Is WCOM Payina the Right Price for MCI?

How do we know that WCOM is paying the right price for MCI? WorldCom is
paying about $42 billion,for MCI in terms of debt assumed and stock purchased.
This amounts to about 10 times MCI's estimated 1999 EBITDA, or 44 times es
timated 1999 EPS. Another way of looking at this is that for $42 billion WCOM is
getting MCI plus the future cash synergies that are anticipated. In 1999 WCOM is
projecting $2.5 billion of EBITDA improvement through the merger, so this added
to our projection of $4.2 billion for MCI's original EBITDA would point to an
EBnDA multiple of only 6.3 times 1999 estimates.

A little bit of arithmetic goes a long way to solve some vexing questions. In the
merger with MCI, should investors who want to own WorldCom ultimately be
buying MCI or WorldCom? The answer comes down to where the WorldCom
stock is when the deal closes relative to the spread between the two share prices.
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The 0••1Structure

Optimists, who expect a strong rebound in WorldCom's stock should be buying
WorldCom directly. Pessimists, who think WorldCom's stock will remain under
pressure until the deal is closed, would be better served buying MCI. We have
prepared a matrix (Table 4) showing the returns at a range of closing prices and
purchase prices for WorldCom's and MCl's shares. The result of this simple
arithmetic is that at the current prices for MCI and WorldCom (WorldCom at $31,
MCI at $42), returns are about the same if the deal closes at about $38. If it closes
above $38, WorldCom is the stock to buy, and below $38, MCI should be bought.
This calculation of course does not take into account timing or closing risk.

We think the deal will close sometime in the third quaner 1998, and that
WorldCom's share price will probably have risen to about $45 by then. If this
occurs, WorldCom is the hands-down favorite to buy. Buying WorldCom today
at $31, would of course provide a percent gain of 45%, to $45. Buying MCI at
$42 on the other hand provides a percent gain of 33%. So despite the fact that
MCI looks to be trading at a significant discount to its deal price, WorldCom
is still the bener buy for investors expecting great things of the WorldCom stock.

If WorldCom earns $1.95 in 1999, followed by average EPS growth in the follow
ing three years above 40%, a premium multiple is obviously justified. A 25 PIE on
the $1.95 estimate produces a $49 price one year from now. Rounding up to 550
as a price target, this would produce an EBTIDA multiple on 1999 estimates of
9.9. These two valuation measures suggest a stock that is quite undervalued.

WorldCom plans to pay each MCI shareholder (except BT) $51 in WorldCom
stock if the WorldCom stock trades between $29 and $41. (BT will be paid $51 in
cash for each Class A share of MCI it owns, or $6.9 billion. WorldCom will also
pay $465 million to BT for MCI breaking its contract to merge.) The calculation
of the exact exchange ratio will be calculated based upon the 20-day average of
WorldCom's high- and low-closing prices prior to the close of the deal. If the av
erage closing price of WorldCom stock during this 20-day period falls below $29,
MCI shareholders receive a fixed ratio of 1.7586 WCOM shares for each of their
MCI shares. If WCOM' s average price is above $41, MCI holders will receive
1.2439 shares for each MCI share owned. If the deal is done within the collar,
MCI shareholders will own approximately 45% of WorldCom. At $41 or above,
MCI shareholders will own 41 % of the new company. At $29 or below, they will
own 50% of the new company. MCrs Concert partnership with BT will be dis
solved. However, the new MCI WorldCom will continue to act as a distributor of
Concert products and services through a nonexclusive arrangement that has a life
term of at least five years.
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Management of the new company will be a mix of leaders drawn from Mel and
WorldCom. Bert Roberts will become chairman of MCI WorldCom and Bernie
Ebbers will serve as president and chief executive officer. In this position. Ebbers
will continue to maintain the reins of power in WorldCom. Gerald Taylor. chief
executive officer of Ma. will become vice chairman of MCI WorldCom. in
charge of international. John Sidgmore will become vice chairman and chief op
erating officer of Ma WorldCom. while Scott Sullivan will be the company's
chief financial officer.

N.8.: CREDIT SUISSE FIRST BOSTON CORPORATION has, wrthll1 the II$t three y~, served as a manager or co
mllllgll of apublic olf.ing of securities for BriIlsh Telecommunications and makes apnmary market In ISSues 01 Mel
Communications Corp Closing pnc:es are as of November 12, 1997

Bntish TIIecommunications (BTY, 781/4)
GTE Corp. (GTE, +iI'4, Buy)
Mel CommunlC8tions Corp (MCIC, 40'/11, Buy)
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